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ALTERNATIVE FINANCING FOR ENTERPRISE DEVELOPMENT: THE CASE OF
UKRAINE

Mezzanine financing represents an innovated form of financing, that is new and less popular in
Ukraine. The problems of Ukrainian financial market are underlined. The article specifies the criteria of
evaluation of different sources of financing including classic and innovative forms. It shows strength and
weaknesses of each financing source in Ukrainian condition. The T. Saati Method is used to form the
matrix of the advantages of different sources of financing. This evaluation was performed on the basis of 7
criteria.

A systematic analysis using the Saati hierarchy method showed, that the most important criterion for
choosing a source of financing for Ukrainian enterprises is independence in management and decision-
making in the enterprise, other factors influencing the choice of financing are the size and price of the
financial source. Considering a small business, that seeks to scale its business and innovate, the
attractiveness of the types of financing was assessed on the basis of selected criteria. The analysis shows
that traditional loan is much more popular, then other sources, but it also indicated the advantages of
mezzanine financing in comparison to the other types of financing.

Enterprise needs adequate financial support, the forms of which are currently quite diversified.
Alternative sources of financing could be direct investment funds, government bonds for emigrants, that
gives countries access to their migrants' funds and uses them for economic development. Among the
alternative forms of financing the development of enterprises is mezzanine financing which is widespread
in international activities but is practically not used in Ukraine. Ukrainian financial market can implement
mezzanine activities on the basis of European experience through the creation of specialized financial
institutions. This important step requires legislative changes, that are necessary to implement mezzanine
financing and other alternative forms of financing of the enterprises.

Keywords: corporate financing sources, mezzanine, equity, debt, Ukrainian financial market.

Introduction. Enterprises at different stages of their operation and development life cycle need
appropriate financial support. Financing as a process of providing financial resources is a precondition
for business scaling, investment and innovation, technological modernization, implementation of
projects and programs. The use of various forms and technologies of financing investments in
enterprise development is relevant from the standpoint of the need to increase the competitiveness of
the state economy and ensure its growth. Along with the traditional forms of financing, there are new
ones - alternative and hybrid forms of financing of enterprises, which significantly expand the access
of the business entity to the necessary financial resources.

Literature review. At the micro level there is a five-element financing system, the components
of which are self-financing, direct financing through capital market mechanisms, bank lending, budget
financing, and mutual financing of economic entities (Kovalev V., 2000)[1]. These forms of financing
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are traditional. Non-traditional forms include leasing, factoring, forfeiting, venture financing.
However, at present, the "new economy", which is based on the use of knowledge and information and
communication technologies, is diversifying the forms of financing. It is about hybrid tools.

The analysis of financing of activity of the enterprises in Ukraine allows to draw a conclusion,
that at present traditional sources and forms of financing are mainly applied. Thus, in 2019, 68.1% of
capital investments in Ukraine were financed by own funds of enterprises and organizations, 7% - by
bank loans and other loans, 0.6% - by foreign investors (Danylushyn, 2019)[2]. Statistics indicate a
lack of diversity in funding sources, and therefore their insufficient size. This allows us to form the
first hypothesis of the study: the introduction of alternative forms of financing will significantly
expand the access of domestic enterprises to financial resources and improve their investment
opportunities.

The analysis of domestic scientific works shows insufficient attention to the latest mechanisms
of financing the development of economic entities, the low level of scientific substantiation of forms of
financing, which are used with varying degrees of efficiency by the entities. Recently, research on
hybrid forms of financing has intensified, among which the most common is mezzanine (Korneeva
Yu., 2018[3]; Lyuta O., 2013[4], Mykolyshyn M., 2012[5], Tetrevova L. and Svedik 1., 2018[6]). The
authors emphasize, that mezzanine financing has advantages over traditional forms of enterprise
financing. In the article the following hypothesis is created: the selection of criteria for comparing
different types of financing and their expert evaluation will allow enterprises to decide on the type of
financing in specific conditions.

The main purpose of the article is to evaluate and justify the advantages of mezzanine form of
financing for expanding the access of domestic enterprises to financial resources.

Research methodology. The study used general scientific methods of observation and
comparison, as well as systems analysis. The observation was used to describe the features of the
financial market of Ukraine, to identify trends and "bottlenecks™ in the financing of enterprises. The
method of comparison was used in the analysis of world experience and assessment of the possibility
of its application in the realities of the transitive Ukrainian economy.

One of the modern methods of systems analysis used in planning at different levels is the method
of analysis of hierarchies, developed by T. Saati (Saati, 2004)[7]. This method can be useful for
making decisions based on factors between which there is no relationship. It consists of the division
(decomposition) of the problem into simpler components, and processing with mathematical methods
of expert judgments, which give estimates of pairwise comparisons of factors and options.

The system is divided into two levels: on the first - each feature receives a certain assessment
and is compared in pairs to obtain its importance in the decision-making system. It means, that the
expert method will compare the importance of the essential characteristics of the types of financing.
Second level: the types of financing are compared with each other on each criteria to select the best
financing option.

The following scale from 1 to 9 is used to assess the weight, where: 1 - equal importance of the
compared elements, 3 - moderate advantage of one over the other, 5 - significant advantage, 7 - strong
or significant advantage, 9 - very strong advantage. 2, 4, 6, 8 - intermediate decisions between two
adjacent judgments.

Results and discussion. The dominant component of resource provision of enterprises is
financing, which is determined by the availability of their own financial resources and conditions of
access to external sources of their mobilization. The term "financing" can be understood as a capital in
cash, which is given or borrowed through financial markets or institutions for investment; in a broader
sense, this term is used to denote funds from any source, intended for the implementation of any costs.

Financial support of economic entities can be considered in two areas - financial support for their
current activities and financial support for development. The second case is about increasing the scale
of business, modernization of technical and technological base, implementation of innovative
solutions, that require financing of investment and innovation activities, marketing, human resources,
scientific and technical strategic development. The inability to provide those changes financially
threatens not only the reduction of the company's potential, but also in the long run - the loss of
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competitiveness. Ukraine's economy and its businesses need to expand access to finance and to break
the vicious circle of "unprofitable activities - lack of financial resources".

When considering financing of the enterprise it is necessary to distinguish its sources and forms.
Financial sources for investments in the development of the enterprise are: own funds of businesses
and households, investment expenditures from the state budget, loans from Ukrainian and foreign
banks, funds from the capital market, foreign direct investment. The form of financing is defined as an
orderly way of mobilizing financial resources, which is characterized by the sources and conditions of
their involvement.

Participation of banking institutions in the investment processes of the real sector and the
development of stock market are very limited. Ukrainian banks have less project of long-term lending,
and the lending potential of the EBRD, IFC, EIB is used by 20-25%. In recent years, banks' investment
activity in Ukraine was concentrated on the investments in deposit certificates and IGLBs. Instead of
lending to the real sector of the economy, banks invest in government bonds: on October 11, 2019,
banks had IGLBs worth UAH 344.8 billion, or 42.7% of all IGLBs, that are in circulation. Allocating
at least part of these funds into corporate lending would significantly increase GDP and create
additional jobs (OECD, 2019)[8].

The stock market in Ukraine is inactive and currently does not create a source of funds for
business development. It is characterized by a small number of participants, issuers, instruments,
insufficient circulating funds, a significant lag in most indicators not only from highly developed
countries, but also from the vast majority of countries of the former Soviet Union and Eastern Europe.
Thus, according to the results of work in 2018, almost 95% of transactions on the stock market are
agreements with government securities, the stock market is effective only in matters of ownership -
change of rights, redistribution of shares (Khromayev, 2019)[9].

The possibility of attracting financial resources on the world market through debt borrowing
requires relevant experience, which is small even in large Ukrainian companies.

An alternative to bank loans or a stock exchange are private equity funds. Such funds invest in a
growing business, that is in the top 10-20 of the enterprises in their industry. The direct investment
fund seeks to establish control over key decisions in the company and the possibility of a successful
exit from the investment. The investment period of private equity is 5-7 years, after which the fund
expects, that the business can be sold to a strategic investor or make an IPO on the international stock
exchange.

Earlier in Ukraine there were various private investment funds, which invested a total amount of
more than $ 1 billion in Ukrainian enterprises. Today, Horizon Capital is an active player in the field
of private equity in Ukraine, as well as investment divisions of international banks such as Concorde
Capital, Dragon Capital, Goldman Sachs and the ICU Group. They invest in consumer goods,
agriculture, real estate, renewable energy and banking business.

The state can also create an alternative source of financing of the economic development of the
country as well as individual enterprises. Countries take different approaches in solving the problems
of financial support of their companies and important investment projects, that are not interesting or
less profitable for investors. Sometimes they generate non-standard solutions. Israel's experience for
raising resources by issuing diaspora bonds may be useful for Ukraine (Gaidutsky, 2019)[10]. Such
bonds are issued in small denominations ($ 100- $ 10,000), which expands the range of potential
buyers, especially since the bonds can be bought not only by the Jewish diaspora, but individuals and
legal entities an buy them. Since 1951, Israel has placed such securities annually among the Jewish
diaspora in the United States, Canada, some EU countries, and Latin America. With this tool, more
than $ 40 billion has been raised for the development of large infrastructure projects, the biggest part
of the funds has been allocated in specific projects aimed at strengthening the country's
competitiveness in the region and the world. The Government of Israel greatly appreciates this
mechanism for its ability to mobilize resources consistently.

A similar experience can be applied in Ukraine, which has a large diaspora abroad, as well as
millions of migrant workers, whose funds can be involved in economic development. However, the
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key problem here is not only the creation of mechanisms of such funding, but the extremely low level
of trust in state institutions.

Among the possible alternative solutions, the tools of mezzanine (hybrid) financing of enterprise
development will be considered. It can be defined as specific financing tool for enterprises, that enable
them to mobilize capital primarily to finance investment and innovation projects on special terms.

Mezzanine financing is one of the newest instruments for raising capital and is only becoming
more widespread in the international practice of financial management. According to a study by the
PWC consulting and auditing network, about 20% of all liabilities of enterprises in developed
countries in Europe and North America are liabilities arising from mezzanine financing. (PwC,
2011)[11].

In economics, the concept of "hybrid” can be found in the literature mainly in the theory of
finance and banking engineering. For example, in banking, a hybrid instrument is a subordinated
capital, which the National Bank of Ukraine defines as subordinated debt, that is credited to the bank's
capital. In turn, subordinated debt - ordinary unsecured debt capital instruments (components of
capital), which according to the contract cannot be taken from the bank before five years, and in case
of bankruptcy or liquidation of the bank is returned to the investor after repayment of claims of other
creditors. Based on the above interpretation, it follows, that subordinated debt has the characteristics of
both equity and debt capital, which is a sign of hybridity.

There is currently no unified definition of mezzanine capital. Mezzanine Financing is understood
as an intermediate level of financing between loan and equity. The final report of the European
Commission "Mezzanine financing™ (based on the results of a round table between representatives of
banks and small and medium-sized companies, 2007)[12] states, that mezzanine financing (mezzanine
finance) is a combined term for hybrid forms of financing, which have features of debt and equity.

It means, that mezzanine financing combines the features of both debt financing (loans, bonds)
and equity (shares, direct investment). Such financing is a scheme where the owner of resources
(investor) directs them in the recipient company without entering into the ownership, and receive debt
obligations and options with the right to acquire corporate rights (shares) of the borrower in the future
on certain conditions. The application of the mezzanine financing mechanism enables the companies -
initiators of projects - to make large investments without having significant capital.

Mezzanine investors in world practice are banks, as well as non-bank financial institutions -
pension and insurance funds, private investment funds, insurance companies and others. An investor
with mezzanine financing does not intend to gain power over the company. During the operation of the
mezzanine financing agreement, the lending company does not interfere in the borrower's financial
policy and activities, although the agreement may give the lender the right to approve key decisions
and exercise control.

Banking institutions can provide both mezzanine loans and the purchase of bonds, which can be
issued during mezzanine financing. Mezzanine loan is a subordinated unsecured loan with repayment
of principal at the end of the loan term with the possibility of converting the amount of debt into shares
of the borrower (term not less than 3-5 years with repayment of the loan at the end of term).

Mezzanine financing is a medium-risk and income-generating instrument. At the same time, the
transaction involves significant risks for the creditor, because in the event of bankruptcy of the debtor,
his "contributions" to equity will be repaid last in order.

One of the advantages of mezzanine financing is the possibility for the borrower to choose a
convenient form of debt repayment - directly repaying the investor loan with interest payments, or
transfer the appropriate part of the stakes of the company, or combining several instruments.

Some domestic scientists (Korneeva, 2018; Lyuta, 2013) [3-4] link mezzanine capital to certain
goals or objects of financing (implementation of innovative projects of the economic entity, risky
projects, that may relate to both innovation and crisis management). However, acquaintance with the
practice of using this type of financing in foreign countries shows, that it is not limited to certain
activities.
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In European practice (according to the report of the European Commission, 2007)[13]
mezzanine financing instruments include: subordinated loans; participatory loans (participatory);
passive ("quiet”, hidden) participation (silent participation); convertible bonds; bonds with warrants.

Some mezzanine financing instruments, that can be combined, depending on the specifics of the
borrower:

- mezzanine loan (unsecured or subordinated - subordinated loan). Subordination of such a loan
is ensured by granting to the creditor the right to alienate or pledge directly the real assets of the
borrower or its shares (structural subordination);

- convertible bonds, which provide payment of fixed interest and principal amount of the debt
after the end of the loan term, or the possibility of the lender to receive shares of the borrower at a
predetermined price instead of repaying the debt;

- "passive" participation of the investor in the capital of the company, in which the investor owns
a share in the capital of the company but is not responsible for its obligations to creditors. In this case,
information about the investor's participation in the capital of the borrower is closed to third parties,
and the relationship between them, participation in the management and distribution of profits are
determined by a confidential agreement.

The most common form of mezzanine financing is among public joint stock companies, whose
shares are listed on the stock exchange. At the same time, it is suitable for companies, that are not
listed on the stock exchange. Recipients can be small firms, that have a strategic vision, potential for
development and need funding. For example, in Central and Eastern Europe there is a Mezzanine
Management Foundation, which provides the appropriate type of funding. The Foundation's
headquarters are in Vienna, and its regional offices are in Warsaw, Budapest and Bucharest (EMPEA,
2014)[14]. The capital of the fund is international. The fund's investors are private pension funds,
investment banks and insurance companies. The fund manages their capital by investing in companies
in the region. Often these are family businesses, that have the potential to grow and need capital. The
desired amount of investment is 10-20 million euros, but the fund is implementing projects of smaller
and larger size - from 7 to 45 million euros. The fund does not invest in real estate and startups at an
early stage.

The fund is looking for types of business, that have a medium level of risk and, accordingly, a
medium level of income. In the process of investing industry experts from Western Europe are
engaged. The partner company can count on investments in the form of a subordinated and long-term
loan for 6 years, which does not need to be repaid during this period. The return on funds begins after
the end of the investment period. During the period, the firm can use the full amount of financing.
Although the time horizon of investment is 6 years, in practice the average period is lower - about 3.5
years. The structure of investments is selected in accordance with a specific agreement. For example,
recent investments in Poland were made in the form of reverse bonds, which were exchanged for
shares, including preferred ones.

As it can be seen, mezzanine financing ultimately involves an increase in equity, but investors do
not invest directly in share capital or other equity positions. The funds are initially provided on the
terms of the loan, but at the same time the investor receives the right to repurchase equity securities
issued in favor of the mezzanine investor at a pre-determined price.

A typical tool for the formation of mezzanine equity is the operation of transforming debt claims
into corporate rights (Debt-Equity-Swap). Thus, if it is impossible to repay loans secured by corporate
rights, a transaction can be performed to convert debt claims into corporate rights. The creditor (for
example, the bank) becomes the co-owner of the debtor company, and the level of debt decreases.
Corporate rights, that are transferred to the creditor as part of the transformation of debt into property
may be transferred by other co-owners of the debtor, repurchased by the company itself or be issued as
a result of an increase in share capital.

In 2014, a new version of the Law of Ukraine "On Joint Investment Institutions"[14] came into
force, which allowed domestic banks to implement mezzanine activities based on the creation of
specialized funds. Thus, banks can provide loans based on the creation of subsidiary venture funds, but
only to legal entities in which such a venture fund is a participant (not less than 10% of the capital).
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This, on the one hand, makes possible mezzanine financing, and on the other hand, significantly limits
the fund's ability to implement it.

To intensify mezzanine financing in Ukraine in the segment of small and medium business, it is
possible to adapt international schemes of cooperation of banks, as well as the creation of specialized
state institution. Such financing can be developed either based on using the resources of state-owned
banks or launch an appropriate program with the support of international institutions (EBRD,
European Investment Bank) through the State Innovative Financial and Credit Institution.

For now, even among the top 10 successful and reliable banks in Ukraine, only ING Bank
(Netherlands) offers loans, that are different from other institutions, namely bridge loans. The State
Innovative Financial and Credit Institution offers mezzanine financing among the instruments for
financing innovative projects. Therefore, it can be argued, that mezzanine financing should be
provided by specialized financial institutions, as it is widely spread in other European countries.

The existing problems in financing force Ukrainian companies to look for non-traditional
sources of financial resources for the domestic economy. At present, various forms of financing have
been developed, that can provide an alternative to traditional bank lending, raising debt capital through
the issuance of bonds or direct investment through the purchase of equity securities. Alternative forms
of financing are shown on the Figure 1.

A Financing of high-risk business projects
(venture financing, crowdfunding)

7
,

S5 Project financing

g (financing on a consortium basis (syndicated

2 Innovative financing), financing of projects on the terms
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= lending
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Fig. 1. Alternative forms of enterprise financing
Developed by the authors
To systematize the properties inherent in different forms of financing, the evaluation criteria

were classified into two groups - from the standpoint of investors and from the standpoint of the
enterprise. The table 1 shows the differences between the forms of funding according to each criterion.
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Table 1
Differences between equity, loan and mezzanine capital

Equity (F1) | Mezzanine financing (F2) |
Enterprise’s criteria

Criteria | Loan (F3)

Time frame of Unlimited Limited, long-lasting Limited under the
ownership contract
Software Missing Missing Necessary
Impact on the Not fixed, only in the Can be both partial during Fixed interest payments
liquidity of the case of profit and at the end of the
enterprise distribution agreement
Tax burden The dividends are paid | Depending on the method of Fixed interest is
at the expense of net payment: fixed interest or attributed to the costs of
profit profit binding enterprises and reduces

the tax burden

Procedure for return

Last in order

After repayment of all loan

First of all, depending

in case of obligations, but before the on the type of lender
bankruptcy return of share capital
The amount of Large Medium Small
capital
Transaction costs Large Medium Small

Investor's criteria

Goals of investors

Increasing the value of
investments and
ensuring control over
the company

Return on initial investment
and ensure the required level
of return on an acceptable
level of risk

Repayment of the loan
body and interest
according to the loan
agreement

Responsibility of
investors

at least in the amount

of investments in the

authorized capital of
the enterprise

only in the amount already
converted into equity
(convertible bonds)

there is no responsibility

Participation in
enterprise
management

gives the right to vote
and control (except for
preferred shares)

usually not carried out
(although some of its forms
may be prescribed in the
agreement)

excluded

Participation in
profit distribution

Gives the right to
distribute profits in
proportion to the share
of corporate rights

Depends on the financial
results

Does not depend on the

financial results of the

enterprise; participation
in the distribution of
profits is excluded

Participation in
assets

In proportion to the
share of corporate
rights

Bond options

Requirements are
limited to the nominal
amount of the loan

Developed on the basis of [15-17].

Let's focus on the criteria, that companies use to select the form of financing.

Next, the Saati method is applied in choosing the type of financing. Each of the types of
financing - equity, mezzanine financing, borrowed capital — (let's name them F1, F2, F3) is
characterized by certain criteria - signs C1-C7. These characteristics of the types of financing include
the following: time frame of ownership (C1), the investor's participation in profits (C2), tax burden
(C3), pledge (C4), independence of the borrower (C5) amount of capital (C6) and transaction costs
(C).

Estimates of the factors are arranged in a square matrix as follows (Table 2).
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The initial matrix for evaluating the criteria for selecting types of funding Teple

C1 C2 C3 C4 C5 C6 c7

C1 1 1/5 1/3 1/2 1/7 3 4

C2 5 1 1 3 1/5 4 5

C3 3 1 1 1/3 1/7 1/5 2

C4 2 1/3 3 1 1/5 1 3

C5 7 5 7 5 1 5 7

C6 1/3 1/4 5 1 1/5 1 6

C7 1/4 1/5 1/2 1/3 117 1/6 1

Developed by the authors

The sum is calculated of the initial matrix by columns and obtain the vector (X) = 18.58; 7.98;

17.83; 11.17; 2.03; 14.37; 28.

Then the initial matrix is divided by the vector (X) and obtain a normalized matrix (Table 3):

Normalized matrix for evaluating the criteria for selecting types of funding Teples

C1 C2 C3 C4 C5 C6 c7
C1 0,05 0,03 0,02 0,04 0,07 0,21 0,14
C2 0,27 0,13 0,06 0,27 0,10 0,28 0,18
C3 0,16 0,13 0,06 0,03 0,07 0,01 0,07
C4 0,11 0,04 0,17 0,09 0,10 0,07 0,11
C5 0,38 0,63 0,39 0,45 0,49 0,35 0,25
C6 0,02 0,03 0,28 0,09 0,10 0,07 0,21
C7 0,01 0,03 0,03 0,03 0,07 0,01 0,04

Developed by the authors

Now the sum of the elements of the normalized matrix in rows is calculated and obtain the vector
(Y) =0.56; 1.27; 0.53; 0.68; 2.93; 0.80; 0.21.

Then, the vector (Y) is normalized to a standardized form by dividing each element by the sum
of the elements of the vector (Y), which is 7. Standardized vector (Y): 0.08; 0.18; 0.08; 0.10; 0.42;
0.11; 0.03.

Vector (Y) gives us an information, that the most important criterion for choosing a source of
financing is independence in management and decision-making C5 (affects the decision on financing
by 42%), then the criterion C2 (investor's share in profits) and C6 (amount of capital) (18% and 11 %),
the criterions of providing C4 (10%), the time frame C1(8%) and the tax burden C3 (8%) have lower
relative weight.

Now there are 7 criteria (C1-C7), next the types of funding are accessed - 7 matrices of pairwise
comparison should be build. The types of funding will be compared according to each of the criteria in
Table 4, and then the same approach will be used as in Table 3 to normalize the score (Table 4; 5).
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Table 4
The initial matrix for evaluating the forms of funding on each of the criteria
CriteriaC 1 Criteria C 2 Criteria C 3
F1 F2 F3 F1 F2 F3 F1 F2 F3
F1 1 3 5 F1 1 1/3 1/3 F1 1 1/3 | 1/3
F2 1/3 1 3 F2 3 1 Y F2 3 1 1/2
F3 1/5 1/3 1 F3 3 2 1 F3 3 2 1
CriteriaC 4 CriteriaC5 CriteriaC 6
F1 F2 F3 F1 F2 F3 F1 F2 F3
F1 1 1 7 F1 1 1/5 1/5 F1 1 3 5
F2 1 1 6 F2 5 1 1/2 F2 1/3 |1 4
F3 1/7 1/6 1 F3 5 2 1 F3 1/5 1/4 1
CriteriaC 7
F1 F2 F3
F1 1 1/3 1/4
F2 3 1 1/4
F3 5 4 1
Developed by the authors
Table 5
Normalized matrix for evaluating the forms of funding on each of the criteria
CriteriaC 1 Criteria C 2 CriteriaC 3
F1 F2 F3 F1 F2 F3 F1 F2 F3
F1 065 |069 |056 |F1 0,13 | 0,10 (0,24 |F1 0,13 | 0,10 | 0,24
F2 0,22 |0,23 |0,33 | F2 0,38 | 0,30 0,29 | F2 0,38 | 0,30 | 0,29
F3 0,13 | 0,08 | 0,11 |F3 0,50 | 0,60 |057 |F3 0,50 | 0,60 | 0,57
CriteriaC 4 CriteriaC5 CriteriaC 6
F1 F2 F3 F1 F2 F3 F1 F2 F3
F1 0,47 |046 |050 |F1 0,08 | 0,06 |010 |F1 0,65 | 0,71 | 0,50
F2 0,47 |046 |043 |F2 042 |031 |030 |F2 0,22 | 0,24 | 0,40
F3 0,07 | 0,08 |0,07 |F3 0,50 | 0,63 |060 |F3 0,13 | 0,06 | 0,10
CriteriaC 7
F1 F2 F3
F1 0,11 | 0,06 | 0,14
F2 0,33 | 0,19 |0,17
F3 0,56 | 0,75 | 0,69

Developed by the authors

In Table 6 the type of financing, that receive the highest value of indicator is selected. The
indicator is calculated in two steps. First, the weight of each criterion is multiplied by the vector of
evaluations of forms of funding. Second, the results are summed up.

Table 6
Ranking of the forms of financing

Criteria F1 F2 F3

1 2 3 4
C1 0,08 0,63 0,26 0,11
C2 0,18 0,14 0,33 0,52
C3 0,08 0,14 0,33 0,52
C4 0,10 0,48 0,45 0,07
C5 0,42 0,09 0,35 0,56
C6 0,11 0,62 0,28 0,10
C7 0,03 0,10 0,23 0,67
The value of the indicator | SUM(columnC x columnF) 0,245 0,336 0,416

Rank - 3 2 1

Developed by the authors
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The analysis shows that the highest score receives the traditional loan. Mezzanine financing take
second place, but it is better balanced than other sources, because its disadvantages are not so
significant. This analysis gives us a useful tool to decide about better source of financing for the
enterprise. Each of them could appoint the main criteria for their decision and then evaluate the
possible sources of funding.

Originality. The factors, that slower the development of mezzanine financing in Ukraine, in
addition to the lack of experience in conducting such operations, include the following:

1. Unresolved legal issues regarding the circulation of mezzanine financing instruments. For the
development of mezzanine financing in Ukraine it is necessary to improve the legal framework, in
particular to adopt bylaws of the Regulator, which clearly explain the possibility of using a symbiosis
of debt financing with possible entry into the company's equity when creating credit qualification
funds.

2. Weakness of the financial market, especially non-bank financial institutions.

3. High level of distrust of Ukrainian business entities in financial institutions, low culture of
financial investment.

4. Insufficient and unsystematic information on the state and specifics of the functioning of
industries, that require this type of funding.

However, these obstacles must be overcome, as the benefits provided by alternative forms of
financing for the development of the enterprise are indisputable. The point is, that the emergence of
alternative forms is beneficial for investors, as it will provide an opportunity to attract non-working
capital and diversify the investment portfolio. In addition, there are benefits, that investors receive in
mezzanine financing - these are the preemptive rights to acquire corporate shares or the right to
convert loans (bonds or other debt instruments) into equity, as well as premium payments in case of
repayment of mezzanine debt instruments.

There are significant advantages of mezzanine financing for companies - the ability to use
borrowed funds during the whole period of loan; a long period and repayment at the end of it; no
collateral; professional support of the expert; the ability to convert the loan into equity and IPO
assistance.

A systematic analysis using the Saati hierarchy method showed, that the most important criterion
for choosing a source of financing for Ukrainian enterprises is independence in management and
decision-making in the enterprise, other factors influencing the choice of financing are the size and
price of the financial source.

Considering a small business, that seeks to scale its business and innovate, the attractiveness of
the types of financing was assessed on the basis of selected criteria. The analysis shows that traditional
loan is much more popular, then other sources, but it also indicated the advantages of mezzanine
financing in comparison to the other types of financing.

Conclusions. Enterprise development is the key to its competitiveness. However, it needs
adequate financial support, the forms of which are currently quite diversified. Ukrainian enterprises
use mainly their own sources of financing. In a situation where the banking sector has virtually
withdrawn from investment lending and the stock market is inactive, it is important to use the potential
of alternative forms of financing to ensure the development of enterprises. Alternative sources of
financing could be direct investment funds, government bonds for emigrants, that gives countries
access to their migrants' funds and uses them for economic development.

Among the alternative forms of financing the development of enterprises is mezzanine financing.
It can be considered as a tool to raise funds for the needs of expanded reproduction. It is especially
attractive for companies, that have the potential for growth, seek to attract long-term resources and
have stable cash flows or sufficient capital. Previously, mezzanine financing was used only by large
multinational corporations, but recently, these instruments are increasingly used by medium-sized
enterprises. Mezzanine financing is widespread in international activities but is practically not used in
Ukraine.

Main challenge is a creation of regulatory and legal support for the functioning of mezzanine
funds, but it remains unresolved.
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Ukrainian financial market can implement mezzanine activities on the basis of European
experience through the creation of specialized financial institutions. This important step requires
legislative changes, that are necessary to implement mezzanine financing and other alternative forms
of financing of the enterprises.
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CHU Oubra AnaroJiiBHa

KaHJAUJaT eKOHOMIYHUX HaYK,

JIbBIBCHKMI HaIliOHAJIBHUIN yHIBepcUTeT iMeHi IBaHa
®panka,

M. JIbBiB, YKpaiHna

ITACIHOBMY Ipuna IropiBua

KaHJUJaT eKOHOMIYHUX HaYK,

HamnionansHuii yaiBepcutet «JIpBiBChbKa MOITEXHIKAY,
M. JIbBiB, YKpaina

AJIBTEPHATUBHE ®THAHCYBAHHSI PO3BUTKY NIIIIPUEMCTBA: BUIIAJIOK
YKPAIHHA

Ilpobnema. Ilionpuemcmea na pisHux emanax c6020 (YYHKYIOHY8AHHA MA HCUMMEBO20 YUKTLY
PO36UMKY nompebyloms 8i0no6ionoi (hinancosoi niompumku. Cmamms Onucye aibmepHamueti
Gopmu  Qinancysanns, 30cepeorcyrouU a2y HA AHMPECONbHUX [HCMPYMEHMAx @QIHaAHCYE8AHHS
(Ooxrcepeno gpinancysanms).

Mema — susgumu, oxapaxkmepuzyeamu ma OYIHUMU [HCMPYMEHMU MIHCNOBEPX0BO20
Qinancysanus nopieHaHo 3 Oxcepenramu 6op208o20 ma Natoeo2o PiHaAHCYBAHHS.

Pesynomamu. Me3zoninne ginancysanns aeise coboo iHHOBayitiny Gopmy Qinancysanns, saxka €
HO8010 ma MeHw nonynsapHoio 8 Ykpaini. Iliokpecieno npobremu ykpaincvko2o ginancosozo putky. ¥
cmammi  BU3BHAYEHO Kpumepii OYIHKU pIi3HUX Odicepell (DIHAHCYBAHHS, GKIIOYAIOYU KIACUYHI Ma
iHHosayilini gpopmu. Bin noxazye cunvHi ma ciadKi CMOpoHU KONCHO2O Odicepend (iHaAHCYBAHHS 8
YKpaincokux ymosax. Memoo T. Caami euxopucmogyemuvcs 01 hoOpMySaHHA MAMpuyi nepesae pizHux
ooicepen ginancysanns. Ll oyinka 6yna nposedena Ha 0CHO8I 7 Kpumepiis.

Opuczinanvnicms. CucmemamuyHull aHali3 i3 GUKOPUCMAHHAM MemoO9y iepapxii Caami nokaszas,
WO HAUBANCIUBIUUM Kpumepiem subopy odcepena QiHancy8anHs 0N YKPAIHCbKUX NIONPUEMCME €
HEe3aNeNCHICMb 8 YNPAGILIHHI Ma NPUUHAMMI pilleHb HA NIONPUEMCMEI, THWMUMU aKkmopamu, o
BNIUBAIOMb HA BUOID (DIHAHCYBAHHA, € po3Mip ma yiHa Qinancose Odxcepeno. Bpaxosyrouu manutl
Oi3Hec, AKull npacHe macuimabysamu csiti Oi3Hec ma 6npoeaddlcysamu IHHOBAYIl, NPUBAOIUBICID
6U0i6 (DiHAHCYB8AHHA OYIHIOBAIU HA OCHO8I 00OpaHux Kpumepiie. AHaniz nokaszye, wo mpaouyitHi
no3uKu Habazamo NONYAAPHIW, HidC THWI 0Jicepena, ane 8iH MAKoNC 6KA3A8 HA nepesazu Me30HIHHO20
Qinancysants NOPIBHAHO 3 THUWUMU BUOAMU (DIHAHCYBAHHL.

Bucnoexu. Ilionpuemcmasy nompiona 6ionogiona ¢hinancosa niompumka, Gopmu sKoi 6 OaHutl
yac 0ocums pizHOMAHIMHI. Anbmephamusnumu Odicepenamu QiHAHCY8AHHA MOXNCYMb Oymu oHOu
npaAMux iHgecmuyii, OepxcasHi obnicayii Ons emiepawmis, Wo HAOAE KpaiHam O0Ocmyn 00 KOwimie
CBOIX Mizpanmie ma 6UKOPUCMOBYE iX 01 eKoHoMiuno2o pozsumky. Ceped anbmepHamusHux opm
Qinancyeanus po36uUmKy NiONPUEMCE € anmpecolvHe (DIHAHCY8AHHSA, AKe WUPOKO NOuwlupeHe y
MIJICHAPOOHIU  OisIbHOCMI, ale NPAKMUYHO He BUKOPUCMOBYEMbCA 6 YKpaini. Ykpaincekuii
Qinancosull puHOK Modice peanizo8y8amu aHmpecoli HA OCHO8I €8PONEUCHK020 00C8i0Y ULIAXOM
CMBOpeHHs cneyianizosanux inancosux ycmanos. Lleil saxciuguti Kpoxk 8UMazae 3aKOHO0A8YUX 3MIH,
HeoOXIOHUX Ol 6NPOBAOICEHHS ME30HIHHO20 (DIHAHCY8AHHA MA [HWUX AbMEPHAMUBHUX (DOpM
Qinancysanusn nionpuemcms.

Knrouoei cnoea: xopnopamusHi Odxicepena hiHaHCy8aHHA, aAHMPecOi, 81ACHUU Kanimari, oope,
VKpaiHcbKuil (hiHancosuil puHOK.
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